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2 KEY ECONOMIC INDICATORS 


ITEM AND DATE OF MOST RECENT DATA ZChange 


(In million U.S.$ unless otherwise stated, converted from DKR figures at 
the exchange rate of $1.00=DKR.6.25) 


GNP at current prices 20,845 23,778  27,800E 
GNP at constant prices (1970) 19,661 20,684 21,820 
GNP per capita, constant prices $ 3,972 4,137 4,321 
Investment, % of current GNP 21.1% 20.1% 22.0% 
Money Supply (7/73) (M1) 5,050 5,931 6,068 
Bank Lending (10/73) 7,662 8,608 9,644 
Government bond debdt 1,325 1,455 1,439 
of which external 839 1,005 1,012 
Government cash holdings 912 1,194 1,719 
Fiscal surplus or deficit (FY ending 3/31)-11 +161 +344 
Banks' lending rate (12/73) 10.0 9.5 he 
Official Discount rate (12/73) 7.5 7.0 9.0 
Effective yield, mortgage bond (9/73) 10.9 10.4 12.5 
Current balance of payments (9/73) -508 -74 -264 
Foreign exchange reserves, SDRs 633 735 1,066 0% 
Farm production, current prices 1,852 2,000 2,418 9% 
of which animal production 1,558 1,665 2,016 Re 
Grain production, 1,000 MT 7,026 7,046 6,656 5% 
Industrial production (3/73) 9,096 10,083 2,690 2% 
Electric power consumption Mill. kWh 15,236 16,701 17,700E 0% 
Construction starts, 1,000 sa.m. (9/73)10,051 13,310 10,042 0% 
of which residential 6,333 9,450 6,352 2% 
business 2,463 2,680 2,772 0% 
institutional 1,255 1,179 918 .6% 
Home units in process (9/73) 52,736 66,417 64,432 5% 
Employment, mfg., 1,000 (10/73) 304 305 320 3% 
construction (6/73) 178 172 173 0% 
non-owner farm 35 33 na 
Insured unemployment, 1,000 (11/73) 30 30 19 5% 
in % of insured 3.7 2.2 -37.6% 
Indices (Base year in parenthesis): 
Hours worked in mfg. (1970)(10/73) 96 94 91 - 2.0% 
Hrly industrial wages (1970)(10/73) 115 129 150 +17.6% 
Consumer retail sales (1968)(10.73) 133 147 157 +11. 3% 
Cost of living ex.tax (1/1971)(11/73) 103 110 120 + 9.0% 
Consumer prices w.tax (1964) (11/73) 154 164 177 + 9.0% 
Wholesale prices (1968) (11/73) 116 122 139 +14 ,2% 
Imported raw materials (1968) (11/73) 118 118 149 +29 .8% 
Building costs (1/1968)(10/73), apts. 121 130 144 +11.0% 


Foreign Trade (10/73) one-family 127 134 150 +11.9% 
Total exports f.o.b. 4,275 4,821 4,785 +21.1% 
Exports to the U.S. 327 383 345 + 9.8% 
Total imports c.i.f. 5,422 5,608 6,013 +31.2% 
Imports from the U.S. yoy 399 388 +21.1% 
from West Germany 1,003 1,056 1,230 +42.7% 
from Sweden 897 899 963 +31.0% 
from U.K. 733 693 670 +17.2% 
Main Exports to the U.S.: Meat, dairy, and fish products; industrial 
equipment; raw furs; furniture; textiles and garments. 
Main Imports from the U.S.: Industrial and transport equipment; soybeans; 


grain and feedstuffs; tobacco; plywood, etc; chemicals; instruments. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Expansion Peaked in 1973 


With rising demand in all sectors, the Danish economy had 

a growth rate in 1973 of 5.5%, and production capacity was 
strained throughout the year. With shortages of labor, in- 
dustries were unable to make up for the production losses 
incurred during the spring labor conflict. At the end of 
the year, expansion seems to have peaked and 1974 should 
show more moderate advances with a better balanced uti- 
lization of resources. Particularly notable in this regard 
is home construction, which boomed in both 1972 and 1973, 
but is now flattening and will drop to manageable levels 

in 1974. Expected growth of business construction will be 
insufficient to prevent an overall decline in construction 
activity. The continuing ban on public construction and 
austere government budgeting in general will reduce the 
economic stimulus by public outlays to some few percent. 


The overall rise in disposable incomes, which reached 16% 
in 1973, will become moderated in 1974, but consumer demand 
is expected to grow at an unchanged rate of 4%-5%, probably 


at the cost of reduced savings after a temporary improvement 
in 1973. 


Some easing of the labor market and a continued improvement 
of the production apparatus should offer rising production 
capacity which in 1974 will be absorbed to a lesser extent 
than in 1973 by domestic demand. While capacity shortages 
in 1973 prevented industrial exporters from taking full 
advantage of favorable markets, the situation may thus be- 
come reversed in 1974, if the anticipated weakening of in- 
ternational markets materializes. In this area, as else- 
where, the energy crisis looms with dampening effect over 
future expectations. 





Improvement in Balance of Payments Temporary 


In 1972, the Danish balance of payments showed near-equi- 
librium in the current account for the first time since 
1963. Investment slackening and the temporary import sur- 
charge were the major causes. Once Denmark had decided to 
enter the European Communities, investment picked up again 
and, with heavy inventory replenishments after the expira- 
tion of the surcharge, another large payments deficit was 
in prospect. However, the windfalls for Danish agricul- 
ture, partly from EC membership and partly from the over- 
all rise in food prices, and a belated recovery of indus- 
trial exports, reduced the 1973 payments deficit to mod- 
erate proportions. 


Prospects are less favorable for 1974. Although the 30% 
rise in imports registered in 1973 is not likely to be 
repeated in 1974, neither are the farm export gains. I> 
addition, price rises on raw materials internationally, 
not yet fully reflected in the Danish market, will cause 
a further deterioration in the terms of Danish foreign 
trade. Only with an unexpected strongly favorable export 
development in the non-farm sectors could a return to 
large and growing deficits on the balance of payments be 
prevented. 


In the opinion of the Danish Council of Economic Advisers, 
it would have been, and still is, possible to correct this 
imbalance through fiscal policy adjustments. However, until 
present efforts of the long-term economic planners produce 
this result, the Danes must take comfort in the fact that 
they have been able thus far to finance their payments de- 
ficits abroad, hence maintain foreign exchange reserves at 

a comfortable level. This has prevented, in turn, the ex- 
posure of the Danish krone to any significant exchange rate 
pressures. 


Still Stronger Inflation 


Demand and cost factors in 1973 brought the already strong 
Danish inflation above 11% with dim prospects for improvement 
in 1974. Wage earnings are up over 20% on an annual basis. 
Non-farm profits are up correspondingly while farm incomes 





in 1973 probably rose 40-50%. While profits may well become 
curtailed significantly in 1974, already scheduled wage in- 
creases point toward a not much reduced rate of wage increase. 
In addition, the effects of international price rises on the 
Danish market are far from exhausted. 


Although concerted efforts are being made by both fiscal 

and monetary measures to remedy the situation, their effec- 
tiveness has been hampered by political decision-making 
difficulties, compounded by further fragmentation of the 
political spectrum resulting from the December 1973 election. 
The present minority government has, as an emergency measure, 
proposed a number of emergency economic measures to cope with 
inflation and the energy crisis. The weakness of the govern- 
ment makes strong measures improbable. In any event, given the 
momentum and cost-push nature of the Danish inflation, it is 
likely to resist even a considerable demand reduction whether 
resulting from domestic measures or, more likely, from inter- 
national factors such as weakening markets and higher priced 
oil supplies. 


Selective Programming of Tight Credit 


Despite continued adherence by various Danish governments to 
restrictive fiscal and monetary policies, neither has proven 
very effective. Although sharp rises in public spending have 
been matched by corresponding tax increases, the overall effect 
has been one of fiscal stimulus. Also, credit restrictions 
administered by the central bank have been countered by in- 
flows of foreign capital, otherwise encouraged as a reserve 
protection measure. Recent legislation permits further control 
of credits on a selective basis in order to route available 
money to productive investment rather than to consumer spend- 
ing. The official discount rate is now at 9%, bank rates at 
11%-12%, and primary mortgage bond rates at 14%. However, the 
combined effects of tax exemptions for interest payments and 
the high rate of inflation largely offset the high cost of 
money, particularly if it is invested in real property. 


Liberalization of capital movements has added a new feature 
to the Danish stock & bond market. Stock sales abroad were 
fully liberalized when Denmark entered the EC. Selected Danish 
stocks until recently attracted considerable foreign interest, 


lthough stock prices by and large have become adjusted to 





European levels over the last year or two. Bonds have 

been only partly liberalized, but the annual quotas 
released for sale abroad have been taken up willingly 

by foreign buyers. The Danish authorities are concerned 
that full bond market liberalization by 1973, as scheduled 
under EC agreements, might jeopardize an independent domes- 
tic monetary policy. 


Contrasting Trends in Investment 


The cutback of investment growth to normal proportions 
after the sharp rise in 1973 will be due mainly to the 
decline in homebuilding activities. However, also the 
continued ban on public construction, emphasized by 
present and future austerity programs, will probably 
hit major public projects advanced by the previous 
government, such as the Saltholm airport, the Danish- 
Swedish connection across or under the Sound, and the 
projected Great Belt bridge. 


Conversely, business investment, in construction as well as 
in equipment, is expected to continue upwards provided that 
the oil supply crisis does not cause industries to hold their 
reins until conditions become stabilized. The heavy build-up 
of inventories in 1973, following the surcharge period de- 
pletion, obviously will not repeat itself in 1974, but some 
moderate growth of stocks is anticipated. 


While the investment climate - prior to the oil supply crisis - 
was favorable in literally all industries, optimism was most 
explicit in the beverage, rubber, electronic, and paper in- 
Gustries. Also the North Sea oil prospecting venture will 
call for further heavy investment, although thus far the divi- 
dends have been very limited. The industries most sensitive 
to oil supply shortages are the brick and mortar industries 
(already weakening in pace with construction activity), the 
food processing industry, the chemical and petro-chemical 
industries, the paper industry, and the basic steel plate 

and metals industries. 


Impact of the Energy Crisis 


The oil supply crisis probably hit Denmark harder than most 
other European countries and it was the first to take stringent 
measures to reduce the consumption of petroleum products by 
industry and transport as well as by the individual consumer. 
Without significant domestic energy resources, Denmark must 





depend on imported oil for over 90 percent of its total 
energy supply. Moreover, its petroleum industry has the 
refining capacity to provide less than half of Denmark's 
requirements for oil products. In addition, when the 

oil crisis began, reserves of both crude oil and products 
were relatively small, thus necessitating immediate measures 
to control consumption and stretch supplies. Oil for heat- 
ing and for industrial use has been reduced to 75 percent 

of previous levels, and diesel oil (but not gasoline) for 


transportation has been reduced to 80 percent of previous 
normal usage. 


The effects of the reduced supplies of oil to industry 

are not yet apparent, although some firms in selected 

areas have begun to reduce production. The recent sharp 
price increases by the OPEC countries add to the uncer- 
tainties created by the curtailment in oil supplies and 
there is considerable concern that this combination of 
factors might curtail production and employment drastically. 
As in other countries, the Danish industry must now go 
through a shakeout period from which, it is already clear, 
some industries will emerge more damaged than others. Those 
most heavily dependent on petroleum-based energy or on petro- 
chemically derived raw materials will obviously be the worst 
hit. 


Nonetheless, so long as oil supplies to industry are main- 
tained at the present levels, fears about an economic de- 
pression and high unemployment are probably exaggerated. 
Given the persistent manpower shortages of the past, the 

oil crisis has an initial sidebenefit of taking the pressure 
off the labor market as well as providing an impetus to steps 
already underway to achieve a better balanced economy. The 
energy crisis will, however, increase inflationary pressures, 
labor discontent and cause some disruptions in the normal 
functioning of the economy. The severity of these domestic 
developments will depend on the length of time that oil supplies 
will continue to be curtailed, the ability of industry to ad- 


just to higher prices for oil, and the external demand situation 
for Danish exports. 





IMPLICATIONS FOR THE UNITED STATES 


Bright Prospects for Investment Goods Clouded by Oil Crisis 


Business investment expanded 20 to 25 percent in 1973 and is 
expected to rise further in 1974, though at a more moderate 
pace. Danish membership of the enlarged European Community 
offers favorable marketing prospects for Danish goods. As 

a result, Danish industries are again strengthening pro- 
duction capacity after several years of relative standstill. 
This development in turn offers good opportunities for Amer- 
ican exporters of investment goods. Although the present 

oil supply crisis makes forecasting uncertain, it is generally 
not expected that oil shortages will seriously threaten the 
economy, but may well cause a less lively growth than would 
otherwise have been the case. Credit allocations and govern- 


ment economic policy in general will continue to encourage 
industrial expansion. 


Taking the statistical effects of the dollar depreciation 
into account, Danish trade figures for 1973 seem to indicate 
that imports from the USA have kept pace with the overall 
rise in imports of industrial goods. There are variations 
from one commodity group to another, however. 


Imports of US-manufactured non-electric industrial equipment 
registered only minor increases in 1973, mainly because of 
relatively low figures for earth-moving equipment, aircraft 
engines, farm implements, and machine tools. In these areas, 
American exports have apparently been hampered, in some in- 
stances by uncertain trends, in others by alternate supplies 
(frequently US overseas subsidiaries). Electronic data pro- 
cessing equipment of American origin stagnated, probably 

due to substitution from these subsidiaries. American exporters, 
on the other hand, are taking their full share of a growing 
market for transportation and electrical equipment. The sale 
in 1973 of one US-made oil drilling platform for the Danish 
North Sea exploration project counted heavily in the trade 
statistics. This venture is likely to require continued 
American equipment supplies for several years. 


Continued High Demand for Wood Building Materials 


Although the Danish home construction industry will become 
less buoyant in 1974, activity remains high and demand for 
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American pharmaceuticals registered a 23 percent increase 
in sales in Denmark in 1973 with continuing good prospects. 
Particularly, antibiotics sell well, and the US is now the 
main supplier to the Danish market. 


Shrimps Make American Fish No Small Fry 


With shrimps the leading product in American fish exports 

to Denmark, accounting for about 70 percent of total ex- 
ports, sales of American fish products to Denmark more than 
doubled in 1973. US suppliers are gaining a growing share 

of this specialty market and prospects for continued progress 
should remain good even if consumer spending is dampened. 


Varying Potentials for American Farm Produce 


US sales to Denmark of grain and other feedstuffs registered 
a handsome gain in 1973 but this was due entirely to price 
increases. By quantity, imports were about unchanged from 
the preceding year. Expected expansion of Danish livestock 
production points toward steady markets for fodders. 


Several factors affect the market for soybeans, which the 

US holds almost 100 percent. While demand probably will 
increase, the oil supply crisis may affect the Danish 

crushing plants' ability to utilize their full capacity. 

The plants had feared a 25 percent cut in fuel supplies but 

now hope to limit the cut to about 10 percent and to maintain 
their normal production levels. While American exports of 
soybeans to Denmark showed a 20 percent downward drift in 1973, 
they are expected to fully recover in 1974. 


As expected, stock building in 1973 in anticipation of tariff 
increases led to a 30 percent rise in American exports of raw 
tobacco to Denmark. On January 1, 1974, Denmark made a 40 
percent approach toward the EC common external tariff which 
means that previous dutyfree imports of tobacco will now be 
charged at from 6 to 9 percent duty. While this is not ex- 
pected to hamper 1974 exports to Denmark much, the outlook 
for the longer term is less bright, also because of EC 
preferential arrangements with African tobacco supplying 
countries. 
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